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PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in US$ Million unless otherwise indicated 
Exchange Rates (Average for periods covered): Annual 
1978: P7. 3658 Percent 
1979: P7.3775 1978 1979 1980P/ Change a/ 


1980: P7.5115 
INOOME, PRODUCTION, EMPLOYMENT 


GNP at current prices b/ 24 9 29 ,947.1r/ 35,915. 
GNP at 1972 prices b/ 215 8 12 ,001.9r/ 12,369. 
Per capita GNP, current prices b/ $ 0 $ 642.9r/ $ 753. 
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Fixed-capital formation-on durable 
equipment, 1972 prices b/ a 
Personal income, current prices b/ 18 
Indices (1972 = 100) 
Mining (Physical vol. production) : 145.3 158. 
Manufacturing (Physical vol. prod.) 126.4 131.8 137. 
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Average Labor Productivity c/ 107.6 107. 107. 
Average Industrial Money Wage 
(Sept 1980) 146.4 157. 165.4 

Labor Force (000 workers) 17,785 18 ,440 NA 

Average unemployment rate (%) 4.7 4 NA 

MONEY AND PRICES 

Money Supply b/ 

Interest rate (%) d/ 

Indices: Manila (1972 = 100) 
Wholesale prices (Annual averages) 
Consumer prices (Annual averages) 

BALANCE OF PAYMENTS 

Central Bank Gross Reserve e/ 

Outstanding External Debt 

Annual debt service burden 

Amnual debt service ratio (%) f/ 

Balance of Payments 

Balance of Trade (Nov 1980) 

Exports, f.o.b. (Nov 1980) 

U.S. Share (%) 

Imports, f.0.b. (Nov 1980) Za, 
U.S. Share (%) 21.0 22.7 22.2 

Main imports from the US, (Nov. 1980): Cereals and cereal preparations, $156.1 million; Machinery 

specialized for particular industries, $121.8 million; General industrial machinery and 

equipment, $120.5 million; Electrical machinery, apparatus and appliances, $62.9 million, 

Textile fibers, $61.4 million; Power-generating machinery and equipment, $50.0 million. 

Main imports from abroad (Nov 1980): Petroleum and petroleum products, $1,969.1 million; 

Manufactures of iron and steel, $380.6 millicn; Machinery specialized for particular 

industries, $340. 1 million; General industrial machinery and equipment, $318.1 million; 

Road vehicles, $250.6 million; Cereals and cereal preparations, $195.1 million; Other transport 

equipment, $184.0 million. 
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a/ Comparison between that period of 1980 and similar period in 1979. Percent changes for 

~ data originally available in pesos was calculated using peso values and therefore, will.te 
different from dollar comparisons. 

b/ Peso values converted to dollars using average exchange rate for the period. 

c/ Labor Productivity measured in terms of net domestic product per employed person. 
Weighted average of mney market rates (borrowing & selling). 

e/ Outstanding as of end of period. 

f/ For debt of over one year maturity as defined by RA 6142 as amended. 

Sources: Central Bank, National Census and Statistics Office, National Economic and 

Development Authority, Ministry cf Labor. 





SUMMARY: 


In the Philippines, 1980 was a year of economic slowdown with gross 
national product (GNP) growth decelerating to 4.7 percent in real 
terms, compared with the average growth of 6.5 percent in the pre- 
vious decade. Utilities, spurred by major energy and public works 
projects, led in comparative growth, followed by mining which bene- 
fited from high mineral prices. Agriculture and forestry lagged 
because of adverse weather and depressed foreign markets, but the 
country remains self-sufficient in rice, which has helped in mod- 
erating inflation, which averaged 17.6 percent during the year. 


An increased current account deficit ($2.4 billion) was balanced 
by capital inflows or borrowing, which increasingly was shorter 
term. The final balance-of-payments deficit was $380 million, 
exactly on International Monetary Fund (IMF) target. 


The increased cost of petroleum added about $1 billion to imports, 
for a total petroleum cost of $2.3 billion for 1980. Domestic 
petroleum production was down to slightly more than half of 1979 
production or 3.6 million barrels. However, increased geothermal 
and hydroelectrical capacity, as well as conservation measures, 


held the increase in dependence on imported petroleum to less than 
1 percentage point to 79 percent of total Philippine energy needs. 


Recession decreased the trade tax base, but inflation helped boost 
government revenues by 14.8 percent. Higher personal exemptions 
have been granted individuals in 1981 but corporations will face 

a 5-percent increase on profit remittances abroad and a 5-percent 
boost on the "development tax" if they are closely held by fewer 
than five persons. The 5-percent profit tax on offshore banking 
units will, however, be rescinded. 


Universal banking edged forward, as most of the basic regulations 
were spelled out and the Central Bank articulated its role as a 
lender-of-last-resort and established a variable rate mechanism 
for longer term loans. A financial scandal in early 1981 called 
attention to the existing quasi-legal methods of obtaining cor- 
porate credit and appears to foreshadow more stringent methods of 
rating creditworthiness. 


Despite slower growth, the Philippines remains a country of high 
development potential. Priority projects will be directed at 
energy and agriculture, but industrial expansion and the need to 
alleviate bottlenecks in transportation and communications will 
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all remain important. American equipment is highly valued, but 
competitive credit is often the key to sales. 


Export-oriented growth, capitalizing on abundant and comparatively 
well-educated and trainable labor, continues to make impressive 
gains (34-percent increase in value in 1980). Investments in 
labor-intensive industries are encouraged by the Government through 
several incentive programs. 


CURRENT ECONOMIC DEVELOPMENTS 


Growth Tapers Off Except for Utilities and Mining 


Growth, as measured by the GNP, tapered off in 1980 to 4.7 percent 
in real terms, the lowest during the last decade that averaged 6.5 
percent a year. Allowing for a population increase of 2.4 percent, 
that rate of GNP growth represented a 2.3 percent increase in per 
capita real GNP for the year or $754 in current dollar terms. 

While per capita.GNP has risen markedly in nominal terms, most of 
this increase is attributable to inflation. The average increase 
in the Consumer Price Index for the whole country was 17.6 percent 
in 1980, compared with 16.5 percent in 1979.* 


Domestic adjustments in oil prices of 59 percent set off official 
wage adjustments, which in turn put pressure on industry, espe- 
cially manufacturing--already hard hit by high interest rates and 
declining domestic consumption. Even so, the manufacturing sector 
Managed a rate of increase of 5.1 percent, assisted by growing 
export industries--which boosted their foreign earnings by 34 per- 
cent. However, the sluggishness of domestic manufacturing stresses 
the need to restructure domestic industries along more competitive 
lines, a plan that is being initiated with the assistance of the 
World Bank. As an integral part of industrial restructuring, the 
first phase of the 5-year tariff equalization program began Jan- 
uary 1, 1981. Some minor adjustments have been made, largely to 
continue low tariffs on machinery and machine tools for 3 to 5 
years, while a projected machinery production facility is en- 
couraged. 


*This is the percent rate of change of the average Consumer Price 
Index (CPI) for 1 year over the average CPI for the preceding 
year, not the percent increase of any 1 month over the correspond- 
ing month a year earlier. The average rate of change of the CPI 
in Metropolitan Manila was 18.8 percent in 1979 and 17.8 percent 
in 1980. 
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The most bouyant areas of the economy were utilities and mining. 
The utility subsector increased at a rate of 16.4 percent because 
of the priority placed on domestic energy development and infra- 
structure investment in rural electrification and water programs. 
Mining, aided by high copper and gold prices, expanded by 10.1 
percent. Expansion in utility infrastructure will continue in 
1981, but sagging mineral prices do not augur well for expanded 
earnings in this sector. 


The agriculture, fishery, and forestry sector grew by 4.4 percent 
in 1980, compared with 5.3 percent in 1979, due mainly to decline 
in world market prices for several export commodities (notably co- 
conut products), the slump in foreign building (lumber), and damage 
caused by several typhoons during the year. Nevertheless, agri- 
culture production played a major role in cushioning the impact 

of recession and inflation, particularly the continued self- 
sufficiency of rice production. 


Exports Sustained by Recovery in Sugar and Copper and Strengthening 
of Manufactures 


Exports grew by 22.5 percent in 1980 to a value of $5.635 billion. 
Traditional commodity exports expanded by 18 percent, led by sugar, 
copper, and gold. Mineral prices turned down in the latter part 
of the year, but sugar prices are projected to continue to remain 
high until mid-1981. Coconut products, which accounted for almost 
$1 billion in exports earnings in 1979, declined by 20 percent in 
value in 1980. Forestry products were also off 16 percent, ac- 
counting for only $406 million in 1980. Nontraditional manufac- 
tures continued to expand rapidly, increasing 34 percent to $2.039 
billion. The largest gain was in the semiconductor field, which 
jumped 69 percent to account for $516 million or more than one- 
fourth of all exports of manufactures. 


1980 Current Account Deficit Increases but Borrowing Moderates 
Balance-of-Payments Deficit 


The Philippine 1980 current account was in deficit by $2.41 bil- 
lion, compared with a 1979 deficit of $1.576 billion, on the basis 
of preliminary figures. Increased cost of petroleum imports added 
about $1 billion to the 1979 petroleum bill of $1.3 billion, even 
though the volume of petroleum imports declined slightly by 1.6 
percent. Higher interest rates are also believed to have added 

at least $200 million to the nonmerchandise account, helping to 
widen the current account deficit. 
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The larger current account deficit was balanced by significantly 
increased short-term capital inflows and continuing long-term 
capital inflows or borrowing, which boosted the external debt by 
25.5 percent to $12.27 billion by the end of 1980. Fixed-term 
credits (77 percent of the external debt) increased by 17 percent 
to $9.478 billion. 


Revolving or short-term credit (23 percent of the external debt) 
rose by 68 percent over the previous year to $1.363 billion. The 
large capital inflows and higher gold valuation brought down the 
overall balance-of-payments deficit to $380 million, compared with 
$570 million for 1979, exactly on target with IMF projections. 


Imported Petroleum Increases Slightly but Domestic Program 
Progresses 


The Philippines' dependence on imported petroleum in 1980 increased 
slightly to 79.36 percent of domestic energy needs, compared with 
78.96 percent in 1979. This was largely due to decreased domestic 
petroleum pumping, which was a result of excessive water extracted 
at higher pumping rates in 1979. Domestic production fell from 
7.72 million barrels of oil in 1979 to 3.6 million in 1980. How- 
ever, local energy sourcing from geothermal increased noticeably 
from 1.13 percent of the total in 1979 to 3.94 percent in 1980. 
Hydroelectricity and coal usage in industry were boosted by less 
than 1 percent each, to 5.97 percent and 0.72 percent of the total, 
respectively. 


Aggregate energy consumption decreased 1.2 percent in 1980, all of 
the savings being in nonelectric usage. Domestic petroleum price 
increases of 59 percent in February and August fell most heavily 
on gasoline. As a consequence, the consumption of premium gasoline 
fell by 10.8 percent and regular gasoline by 31.4 percent during 
1980. The recession in industry resulted in decreasing the con- 
sumption of fuel oil by 2.7 percent. Diesel, which by comparison 
was increased only modestly in price, was the only petroleum prod- 
uct to show increased consumption in 1980, a total of 3.5 percent. 
While basic power rates were increased on an average of 31.1 per- 
cent in February and the fuel adjustment boosted 13.1 percent in 
August, electric consumption increased a total of almost 2.4 per- 
cent because of the expansion of electrification by 300,000 house- 
holds in 1980. This brings to 1.4 million the number of house- 
holds electrified outside major urban areas. Small electric con- 
sumers enjoy special low rates so this category can be expected 

to grow at an atypically high rate. 
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An ambitious $11.2 billion accelerated energy-development plan to 
be completed in 1985 aims to decrease Philippine dependence on 
imported energy. Hydropower is projected to contribute 12.8 per- 
cent of the energy mix by 1985, geothermal 12.2 percent and the 
620-megawatt nuclear power plant will provide 2.1 percent. Coal 
is estimated to increase from less than 1 percent now to 6.3 per- 
cent in 1985. 


Trade Taxes Decline with Recession; Income Taxes Increase with 
Inflation 


Total government revenues increased by 14.8 percent in 1980, 
reaching $5.1 billion. Gains were made in income, corporate 
taxes, and nontax revenues. However, international trade taxes 
declined by almost 5 percent as export duties were suspended on 
coconut and mineral products and abolished on Virginia tobacco. 
The economic recession also slowed down importation of raw and 
intermediate goods decreasing import taxes. 


Income and corporate taxes increased by 28 percent in 1980. This 
doubtlessly reflects a larger tax base and perhaps somewhat better 
administration and public compliance, but the increase also shows 
the effects of high inflation on a progressive tax structure. 
Higher personal exemptions in 1981 should help correct some of the 
fiscal drag of inflation for individuals. Corporations, on the 
other hand, will face a 5 percent increase to 15 percent on profit 
remittances abroad and a 5 percent boost to 10 percent on the 
"development tax" if they are closely held or owned by not more 
than five persons. At present, it appears that subsidiaries of 
foreign, widely held companies will not be classified as closely 
held corporations. One business area that will be given a break 
in 1981 is offshore banking, which will no longer have to pay a 
5-percent profits tax. 


New taxes on liquor and cigarettes imposed in late 1980 are ex- 
pected to net $72.6 million in 1981. Other new taxes on minerals, 
timber, inventory gains on petroleum products, saving and time 
deposit interest, and capital gains on stock were also introduced. 


The controversial gross income tax is still under study. A limited 
administrative tax amnesty until June 1981 has been declared to 
allow taxpayers to file corrected returns from 1974 to 1979 with- 
out penalty. 
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Universal Banking Plans for Future .. . But Present Circumstances 
Call for Stronger Controls 


Banking reform plans moved slowly forward. Universal banks capi- 
talized at 500 million pesos ($66.5 million) would be allowed to 
handle domestic and international banking, underwriting, securities 
dealership, and equity investment. Commercial banks would be 
capitalized at 300 million pesos (about $40 million). Thrift in- 
stitutions would be allowed full range domestic banking, including 
acceptance demand deposits and Negotiable Order of Withdrawal (NOW) 
savings deposits. Rural banks would be granted some broader powers 
but no letter of credit or trust service functions. Investment 
houses would be permitted to engage in trust functions and foreign 
exchange operations. 


The Central Bank has also articulated its role as a lender-of-last- 
resort and established a variable lending rate mechanism (Manila 
Reference Rate-MRR) for loans over 4 years. Also proposed is de- 
regulation of interest rates, except for loans of 2 years or less. 


While universal banking moves ahead in an orderly fashion toward 
its goal of more credit on a longer term basis, the financial com- 
munity was rocked in January 1981 by the hurried departure of a 
well-known business representative, who reputedly left behind a 
tangle of $84 million in largely unsecured debts. The Central Bank 
quickly issued assurances that it would stand behind affected 
financial institutions but also began to watch overextended persons 
and corporations more carefully. The consequences will probably be 
stronger controls on industrial credit and on the rating of com- 
mercial papers. 


Some of the 11 Major Projects Begin to Take Shape 


Some of the 11 major industrial projects, estimated to cost $6 
billion, began to take shape in 1980. Others are still being for- 
mulated. Civil works for the copper smelter in Leyte were started 
by a Japanese consortium led by Marubeni. This group will take 
32-percent equity, 34.3 percent will be equity of the State-owned 
National Development Company, 5 percent will be taken by the IBRD's 
(International Bank for Reconstruction and Development) Interna- 
tional Finance Corporation, and the remaining 28.7-percent equity 
will be put up by nine local mining firms. The project is to be 
completed by early 1983. 


The phosphatic fertilizer plant, located near the copper smelter 
site and utilizing its sulfuric acid byproduct waste, expects to 





start construction by mid-1981. The phosphorus rich Pacific 
island of Nauru will be a 40-percent participant in the government- 
owned project and supply some of the raw materials. 


Japan's Isuzu Motor Corporation and West Germany's MAN Company 
have committed themselves to raise 100 percent of the capital re- 
quirement to put onstream by 1982 a diesel engine manufacturing 
Operation. The Japanese will produce the lower horsepower engines 
and the Germans the higher range. 


Rationalization of the cement industry by setting up five 1l-million- 
ton capacity, coal-fired cement plants, which will export at least 
70 percent of their total output, started when the Negros Cement 
Corporation was chosen as the first unit. 


Rationalization of coconut oil milling facilities continues with 
government support under the United Coconut Oil Mills, Inc. 
(UNICOM). UNICOM also operates an extensive network of copra 
buying stations and is involved with the West German company, 
Henkel Spaag, in a cocochemical joint venture. A second fatty 
alcohol plant, utilizing coconut products and under the management 
of Kao, a Japanese company, is under construction in Northern 
Mindanao. 


A 7.1-million-peso (about $945,000), government-financed "alcogas" 
manufacturing facility was opened September 1, 1980, by Victorias 
(sugar) Milling Co. in Negros Occidental. Alcogas is mixed with 
gasoline on a 10-90 ratio and is now being retailed on a limited 
basis. Studies are underway on setting up other alcogas units. 


The integrated pulp and paper mill, the Philippines' contribution 
to the ASEAN industry complementation scheme, has been dropped and 
replaced by a copper fabrication plant. This facility will be a 
downstream complement to the copper smelter. 


The 70,000-metric-ton aluminum smelter to be financed half by 
Reynolds and half by the Government of the Philippines is still 

in an early planning stage. Also, still in the planning stage is 
the 1.5-million-metric-ton integrated steel mill, the polypropylene 
petrochemical plant, and a heavy industry engineering plant that 
would manufacture engineering and earthmoving equipment. 
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IMPLICATIONS FOR U.S. BUSINESSES 


Growth Potential Evident but Credit Important for Sales 


Despite lower growth rates in 1980, the Philippines retains its 
potential among the faster-growing economies of the middle-tier 
developing world. Ambitious infrastructure projects in energy 
and agriculture will be given priority over the next decade. 
Major industrial projects were begun in 1980 and are expected to 
expand. Transportation and communications shortcomings are more 
evident than ever. The major industrial restructuring program 
will force antiquated industries such as textiles to reequip and 
inefficient industries such as cement to put in larger units and 
use coal for fuel. There is also potential in agrobusiness for 
more efficient use of existing cultivated land through multiple 
cropping, irrigation, and mechanization for some crops. 


American equipment and materials remain highly valued in the 
Philippines. However, there is keen price competition with other 
foreign suppliers. Even more important today may be competitive 
credit packaging, which often can make the real difference in 
sales. Foreign suppliers often present a total package, including 
financing, for larger projects. To achieve long-term success, it 
is essential that U.S. suppliers adopt this "project" attitude 
rather than concentrate on the mere selling of equipment or 
supplies. 


Many local firms have complained about the lack of aftersales sup- 
port by U.S. firms. Regular visits by engineers and sales person- 
nel, training programs, quick availability of both spare parts and 
knowledgeable technicians to install them are all necessary to 
compete effectively with other foreign suppliers, particularly the 
Japanese. 


There appear to be market opportunities for aggressive and innova- 
tive U.S. firms in the following fields: 


Pollution Control Equipment 

Energy Conservation and Generation Equipment 
Security and Safety Equipment 

Audiovisual Equipment 

Computers and Peripherals 

Printing & Graphic Arts Equipment 

Medical and Health Care Equipment 
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General Industrial Equipment (machine tools, metalworking, 
process control) 
Mining and Extraction Equipment 


It must be emphasized that it is virtually impossible to achieve 
Market penetration in the Philippines without frequent and regular 
visits by senior sales and engineering personnel. Philippine 
executives like to deal with suppliers face-to-face. Selection of 
representatives/distributors is a mutual process and requires in- 
person evaluation on both sides. Distributor support through 
visits to end-users and participation in promotional events is 
essential. 


Export Orientation Continues to Show Strength for Investors 


While agricultural commodities continue to be an unstable source 
of export earnings for the Philippines, nontraditional manufactured 
exports show sustained and impressive growth each year. In 1980, 
they increased by 34 percent to account for $2.039 billion in 
earnings. The main jumps have been in semiconductors and other 
microcomponents, which went from exports of $305 million to $516 
million--an increase of 69 percent during 1980. Other significant 
increases on much lower volume was seen in food and beverages (45 
percent); furniture (36 percent); woodwork (35 percent); textile 
yarns and fabrics (100 percent); and clocks, toys, and sporting 
goods (all over 100 percent). While these products are each under 
$100 million in earnings, they are examples of the strong growth 
trends in labor-intensive industries in which the Philippines has 
a natural advantage. Investments in labor-intensive industries 
are encouraged by the Board of Investments (BOI) and the Export 
Processing Zone Authority. The BOI passes on investment applica- 
tions of 30-percent or more foreign participation. While foreign 
equity may be limited by law, there is more liberal treatment for 
pioneer or export-oriented investment. Investments in the three 
existing export processing zones may be 100 percent foreign owned. 
In 1980, $156 million worth of goods were exported from the export 
zones. An additional 12 zones are planned in the next 5 years in 
major urban areas to decentralize industry and help absorb surplus 
labor. 


% U. S, GOVERNMENT PRINTING OFFICE: 1981—341-007/430 
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